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TESTIMONY OF SAMUEL REA, PRESIDENT OF 
THE PENNSYLVANIA RAILROAD COMPANY, 
BEFORE THE INTERSTATE COMMERCE COM- 
MISSION IN THE MATTER OF INCREASED 


FREIGHT RATES. 


In appealing to the Commission, on behalf of this 
Company and its System, for the moderate increase of 
rates covered by the application, I beg to state that I do 
so with a profound conviction, based upon an extensive 
railroad experience, that the application should be 
granted. | 


NECESSITY FOR RATE INCREASE. 


_ This rate increase is required for the Pennsylvania 
System :— 


First—Because the present rates do not yield a fair 
return on the amount invested in the railroad and equip- 
ment, and are not an adequate return for the services 
rendered and facilities provided for public use. 


Second.—Because, despite the Company’s utmost efforts 
to offset increasing costs by the application of the most 
modern operating methods, the return on its investment 
has been continuously falling, and unless this decline 
is arrested, it will undermine the Company’s resources 
and cripple its power to satisfactorily serve the public. 


Third.—Because the investing public, upon whom we 
depend for securing capital on reasonable terms, seeing 
the decline in profits, and in the return on the capital al- 
ready invested, and being aware of the increases in 
wages, taxes and other items, and of expenditures of 
various kinds forced upon the railroads by legislative 
action, and the interest commanded by new capital, 
regards the situation with some concern and needs to be 
reassured that not only will our Company but the railway 
companies generally obtain reasonable compensation 
to offset the increase in expenses and the higher interest 


PHYSICAL CONDITIONS IN 1903 AND THE REMEDIES 
APPLIED. 


That these results demand serious and immediate 
consideration there can be no doubt. 

Let me briefly state the conditions which confronted the 
Pennsylvania Railroad Company in 1903, the beginning 
of the ten-year period, which will illustrate the neces- 
sities for these large expenditures because on its main 
line the traffic of the System largely concentrates. In 
1902 there was a remarkable development of business 
throughout the country, particularly in the section served 
by Pennsylvania Railroad Lines, and the demand for 
transportation could not be adequately supplied with the 
then existing facilities. The System East and West in 
1902 had an increase of almost two billion ton miles of 
freight, which was about nine per cent. over the previous 
year, and the tonnage mileage aggregated almost twenty- 
four billion for the entire System. The industries de- 
pending on our Lines demanded a much larger and quicker 


movement, but we were unable to properly accommodate 


the traffic, as the limit of the capacity of the running 
tracks and yards had been reached and overcrowding 
prevented a free movement. This was particularly 
true on the main line between Pittsburgh and Phila- 
delphia, where the ton miles amounted to over eight 
and a half billion, while the density was almost seven- 
teen million ton miles for every mile of road. Now 
this condition was repugnant to the policy and practice 
of our Company; but it was not practicable; even by 
large expenditures, to at once create sufficient facilities 
to accommodate the exceptional growth of traffic. 

After careful consideration the management decided 
that a series of exceptional improvements were absolutely 
essential to promptly and economically handle the 
present and prospective traffic and meet public require- 
ments. These expenditures may be divided into three 
important classes :— 
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1. Relief lines for the principal purpose of enabling 
freight traffic to freely move day and night; the 
construction of additional running tracks; belt lines 
and cut-off lines to keep the through freight traffic out of 
the big cities thereby avoiding terminal congestion and 
permitting the economical handling and growth of local 
traffic—freight and passenger; electrification of lines; 
automatic signalling; revision of lines by reducing the 
grades and eliminating curvature; track elevations to 
avoid grade crossings; new extensions and branches to 
open up the Country and bring its natural resources to 


the markets. 


2. New yards and freight and passenger stations; 
enlargement and improvement of existing yards and 
stations. 


3. Additional equipment; steel cars for freight and 
passenger traffic; and more powerful locomotives. 


For these purposes the Property Investment Account 
of the System, I have stated, increased in the last ten 
years, 530 millions; of this about 366 millions were pro- 
vided out of new capital, and 164 millions out of suprlus. 

This expenditure on the System in this period was 
not for an expansion of its territory, but primarily for 
intensive development. The road mileage increased in 
the ten-year period only 3.9%, while the total mileage 
of all tracks and sidings in the same period increased 
from 19,659 to 24,194 or 23.1%. It is not difficult to 
describe in a few words the extensive improvements of 
this ten-year period, but it is more difficult to convey 
the underlying responsibilty of obtaining capital and 
carrying out the work. For instance, railroad yards 
were reconstructed, enlarged and modernized; and 
equipment was increased by very many cars and locomo- 
tives, but I will illustrate their extensive character and 
essential importance to a System like ours. In the year 
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1913 over two million loaded and empty cars in through 
freight movement passed over the Main Line at Lewis- 
town Junction; and in five of these freight yards alone the 
mileage is equal to a single track railroad from New York 


to Pittsburgh. So far as equipment is concerned, in this . 


ten-year period the number of locomotives increased 
41.5%, while their tractive power increased 80%, or 
99,521,170 additional tractive pounds; passenger cars, 
33.5%, freight cars, 22.5%, and their tonnage capacity, 
62.2%, sufficient for 4,600,032 additional tons. The 
necessity and benefit of these large outlays to the rail- 
road and to the public during that period have been 
proven and half measures would not have cured the 
situation and enabled us to perform our full duty to the 
public in taking care of the increased traffic. Our average 
freight train load on the System in 1903 was 436 revenue 
tons, and in 1913 was 582 revenue tons, an increase of 
over 33%, and the average tonnage per loaded car rose 
from 21.14 tons to 25.71 tons. During the same period, 
1903-1913, the freight traffic density increased 61.2%, 
and the revenue ton mileage increased 70.2%, but train 
mileage only 27.6%. If this economical handling of the 
traffic had not been effected, the Company’s condition 
would have been serious, because the average revenue 
per ton per mile dropped from 6.42 mills to 6.06 mills, 
on the System. 

This ilustrates our efforts on the entire system, for 
during this period rising costs of all kinds had to be 
borne, making great inroads on our revenues, although 
every effort was made to control the situation and han- 
dle the traffic with dispatch and economy. The results 
are before you and are rather disappointing. 

On the property investment of the entire System the 
net operating income produced 7.49% in 1903; 7.41% 
in 1910; and only 5.48% in 1913. If we add to the 
property investment the expenditures for additions 
and betterments provided out of surplus income from 
1887, the System earned only 6.66% on its investment 
in railroad and equipment in 1903, and 4.78% in 1913. 
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CAUSES FOR PRESENT SITUATION. WuHaT Has 
Broucut ABouT THIS CONDITION? 


This present situation is the result of factors, the more 
important of which the Company cannot change or 
modify, such as:— 


First.—Its inability in selling public transportation 
to obtain rates that would give it an adequate return 
upon the investment in railroad and equipment, or 
for the transportation service rendered and facilities 
provided. 


Second.—Increased expenses (over many of which the 
Company has no control) caused by increased rates of 
pay of employes; increased taxes; legislation, both 
Federal and State, such as extra crew laws, hours of 
service laws, boiler inspection laws, workmen’s com- 
pensation laws, etc. Other increased expenses result 
from the necessity of larger and more expensive terminals 
and stations both for passenger and freight, steel cars in 
place of wooden cars, which in turn result in heavier and 
improved bridges, elimination of grade _ crossings, 


‘ maintenance and operation of interlocking and auto- 


matic signals, more substantial standards of roadbed to 
carry the heavier equipment and heavier train and car 
loads, increased fuel, tie and other costs, and any advan- 
tage that may have accrued as the result of more sub- 
stantial standards of roadbed, heavier car loads and 
train loads has been more than offset by higher taxes, 
wages and other increasing costs, the end of which has 
not been reached. 

In this ten-year period, we did not confine ourselves 
to large expenditures for improvements in providing 
tracks, equipment and facilities, but we put forth every 
effort for effective and economical operations and main- 
tenance. This resulted in more costly maintenance, 
not only in wages but also in materials. The num- 
ber and movement of more trains with the heavier 
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engines, steel cars, heavier loads, required more vigi- 
lant supervision and a higher standard of maintenance; 
heavier and more costly bridges and bridge repairs and 
renewals; the 100-lb. rail had to be made the standard 
on all of our branch lines as well as the main line and we 
have seriously before us the desirability of a 125-lb. rail 
or heavier rails for the main lines; the number of ties per 
rail was increased; more tie plates and stronger fasten- 
ings are used; improved track drainage and foundation 
work, and greater depth of ballast, for the stability of the 
track structure was required; shop improvements and en- 
largement requiring more men and machinery for the 
quicker repair of larger and heavier equipment; the 
maintenance and use of extensive block and automatic 
signal systems. Every step was taken with regard to 
the maintenance of the track, equipment and service, to 
accord with the traditions of the Company for a safe 
standard of railroad, which in the end is the most eco- 
nomical. Nor has the Pennsylvania System tried to de- 
part from its practice that the proper amount of working 
expenses and depreciation should be fairly and not ex- 
cessively made within the ability of the Company’s reve- 
nues and plainly reflected in its accounts. 


THE PENNSYLVANIA RAILROAD.COMPANY’S POSITION. 


It may be urged, however, that the parent Company 
(The Pennsylvania Railroad Company), on whose main 
and leased lines the traffic of the System converges, is 
assured of net operating income so large as not to require 
additional revenue. 

I would not create the impression that a five per cent. 
rate advance is necessary to the maintenance of the Penn- 
sylvania Railroad Company’s dividends in the immediate 
future, although, if it cannot be obtained, 1t may be neces- 
sary for the Company to curtail the necessary provision 
to preserve that high standard which the public has grown 
to expect from it. The facts, I believe, will show that 
the Pennsylvania Railroad is not earning an adequate 
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or reasonable return on the actual money expended for 
_its railroad and equipment, or for the value of the service 
rendered and the facilities furnished. Yet this Com- 
pany is in a unique position: It runs directly across 
Central Pennsylvania, through a territory rich 
in natural resources and which prior to its construction 
had been opened as a trade route by private turnpikes, 
and by canals and railroads owned and operated by the 
state; its traffic is supplemented by the large tonnage 
and passenger business which it receives as an important 
link in the trans-continental railways systems of the 
Country; its capital stock represents actual cash outlay 
and has not been watered; it has enjoyed a continuous 
conservative management by trained railroad men and 
Directors, who are residents of the State of Pennsylvania, 
experienced in commercial and financial matters and 
who give constant attention to its affairs; it has always 
applied to betterments a substantial portion of its earn- 
ings, instead of distributing all of them as dividends 
to its shareholders, a large percentage of whom are 
citizens of the State. Every effort had been made (the 
criticism of which we leave to the public) to maintain a 
reliable standard of public service, to conserve the prop- 
erty; to advance the welfare of the employes; to assure 
the support of the stockholders and bondholders in 
furnishing new capital on fair conditions; to add to the 
_prosperity of the territory it serves; and to obtain the 
greatest efficiency in operation, not sporadically but 
continuously, in every department. 

Any general idea that the Pennsylvania Railroad Com- 
pany’s position is so strong as not to need any additional 
revenue, is not correct, because only 4.84% was earned 
on the money invested in the railroad and equipment 
of the Pennsylvania Railroad Company and the lines 
east of Pittsburgh directly operated by it during the year 
ended June 30th, 1913. 

Therefore, had the Pennsylvania Railroad Company 
disbursed its entire surplus in dividends and issued stock 
or bonds for all additions and betterments instead of 
adhering to its policy and practice of providing some 
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of them from income, the effect might readily be esti- 
mated: first, on the lower dividends it would be forced 
to pay, and, secondly, the difficulty and increased cost 
of raising new capital. 


STOCKHOLDERS’ POSITION. 


But it is equitable to review the position of the stock- 
holders under this policy, to ascertain whether they have 
received an undue return. 

This Company has paid a return on the stock in every 
year since its incorporation, but in the past 36 years the 
cash dividends have never exceeded six per cent. per 
annum, except in 1881, when 8 per cent. was paid, and 
in 1882 and 1906, when 6% per cent. was paid, and in 
1907 when 7 per cent. was paid. Cash dividends since 
1847 have averaged 6.01 per cent. on par ($50 per share). 


CAPITAL STOCK SUBSCRIBED AT A PREMIUM. 


In considering the return paid to the stockholders it 
must not be forgotten that the shareholders paid premiums 
on new stock issued, amounting in all to over $43,000,000., 
and the entire amount of these premiums has been used 
for capital purposes. These premiums were at the rate 
of 20 per cent. in 1901, and 20 per cent. in 1903 on issues 
of new stock, while premiums on capital stock issued to 
retire convertible bonds dated 1902 and 1905 were at the 
rate of 40 per cent. and 50 per cent. respectively. There- 
fore, the total premiums used for capital purposes but 
not represented by any capital obligations, including 
premiums on stock sold in the market and stock issued in 
the acquisition of branch lines aggregate in all $43,000,000. 
as heretofore stated. 

Further, the market price of our stock to-day is very 
little above par. Under the prevailing market price and 
dividends of 6 per cent. per annum on par, shareholders 
who subscribed for stock at $60 per share (120%) have 
sustained a loss on their investment, while those who 
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subscribed to bonds converted into stock at $70. per share 
(140%) and at $75. (150%) have a much heavier loss. 

Our Company is owned by over 89,000 stockholders, 
and the average holding is about 113 shares. Fully 
A8% of this number is made up of women, and two- 
thirds of the stockholders do not hold over $2,500. each 
of stock. 

Since 1907 our large body of stockholders have, like 
everybody else, had to face the higher cost of living, 
that is with the decreased purchasing power of the divi- 
dend. We have not been able to relieve them by any 
change in the rate of dividend, although it is recognized 
that some of them subscribed for the stock at 20 per cent. 
above par and their return is but 5 per cent. per annum. 
The bondholders who converted their holdings into stock 
at 140% obtain a return of only 4.29%, while those who 
converted their bonds at the fixed rate of 150% receive 
only 4% per annum on their investment. 


FutTurE Poticy. 


The stockholders have pursued a very liberal policy 
in using the surplus of past years for betterments and to 
maintain a high and safe standard of railroad service. We 
have raised and expended new capital only after careful 
consideration of each item, and in doing so have brought 
prosperity to the States and communities which we serve 
and to the country at large. But what is to be our 
policy in the future? The striking shrinkage of net 
operating income in recent years compels us to review 
and reconsider it; we cannot stand still; we must advance 
with a growing country for which there is yet much to be 
done, or go backwards. If the railroads are to be crippled, 
there is swept away very much of the economic foundation 
for national progress in the life of every citizen. We 
have no alternative but to apply for relief, not that we 
may continue to exist, but that we may secure a 
firm financial basis to perform, as we have done to the 
best of our ability in the past, our clear duty to the 
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public, and to those to whom we must look to provide 
new capital in the future. 


ADDITIONAL FacILitiEs Must BE FuRNISHED IN ADVANCE 
or AcTUAL NECESSITY. 


Roughly, the traffic of the railroads of this country 
doubles every ten or twelve years. While this ratio 
may not hereafter be maintained, we know that the 
traffic will increase, and, therefore, that the facilities 
must be provided by the railroads to properly accom- 
modate the business. 

We also know that it is unwise and impossible to limit 
new facilities to actual and immediate necessities; 
that is to say, in passing from a single track rail- 
road to a double track railroad, or from a double 
track railroad to a four track road, or from a four track 
road to a six track road, as in the case of the Main 
Line east of Pittsburgh, or in building new passenger 
stations, or laying out new freight terminals, we 
must provide for the future and plan for ten or 
more years ahead. Necessarily that involves a large 
expenditure of money that only gradually becomes 
productive. We know that judging from our past ex- 
perience, many millions could be advantageously ex- 
pended on the System in the next few years. We have 
confronting us a program of expenditures which 
we believe to be essential, some of them mainly for the 
benefit of the public, but all of them necessary to properly 
accommodate the present and future traffic, such as 
continuing our program of building steel cars in place of 
wooden cars, automatic block signals, electrification of 
passenger terminals, like the City of Philadelphia, 
electrification for freight traffic to overcome the dis- 
advantage of mountain grades and effect operating 
economies; the construction of additional running tracks 
and enlargement of yards for freight traffic; the 
building of new passenger and freight stations and the 
enlargment and improvement of existing terminals and 
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stations, such as in the Cities of Chicago, Philadelphia, 
Baltimore, and at other points, negotiations for which 
are now being carried on with the city authorities, all of 
which is in accordance with our practice of making ade- 
quate provision for all traffic. It is unwise, as well as 
unnecessary, to commit ourselves to any large fixed 
program of expenditures, except to say that without 
assurance of adequate earnings they cannot proceed, and 
a reasonable portion of the cost of these future enlarge- 
ments and improvements ought in our judgment to be 
provided from surplus earnings. 


MARGIN OVER DIVIDENDS ESSENTIAL. 


We know it is essential for us to maintain adequate 
dividends as well as an adequate margin over the divi- 
dends if we are to obtain from the investing public the 
capital needed to provide the additional facilities essen- 
tial to take care of the normal growth of traffic; and we 
must have some leeway against business depressions, 
which occur periodically, and for other extraordinary 


emergencies that arise. 


INCREASED RETURN REQUIRED OR IMPROVEMENT 
Poticy Must CHANGE. 


Many of the contemplated improvements mean ex- 
penditures from which the railroad will get. no immediate 
adequate return, but from which the public will benefit 
very largely. If our income is further curtailed, and the 
proportion thereof, which we are forced to pay for railroad 
operations and construction, and towards the support of 
communities, cities, States and the Federal Government, 
continues to increase as rapidly as within the past’ few 
years, these must first be cut from our program, because 
for the other items, such as the building of additional 
tracks, rearrangement and enlargement of freight ter- 
minals, and equipment, are absolute essentials for 
railroad business, and must be done or the whole 
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machine will be clogged. Now there are a number 
of railways, which through lack of money, have 
been able to undertake only improvements of this 
latter class, and their net income consequently may 
not show a tendency so unsatisfactory as that of the 
Pennsylvania System in the last few years. If the 
Pennsylvania Railroad were to confine its expenditures 
to facilities exclusively to make ‘trains move on the rails 
and were not to consider improvements of public service, 
it could go on for some time without higher rates. But 
looking at the question broadly it is evident that with- 
out higher rates the Pennsylvania System cannot afford 
to continue as heretofore the policy of improvement 
involving non-revenue earning, or deferred revenue 
earning, facilities and accommodations. Moreover, if 
necessary improvements were delayed capital would 
subsequently be needed in large sums to take care of the 
traffic and to meet the public demand for increased 
facilities. This delayed expenditure, then, in bulk, could 
not make good the restriction to trade and commerce 
caused by the failure to provide in advance for such 
traffic. 

What is the conclusion to be drawn from all of this? 

1. The margin of surplus is steadily diminishing, and 
the Company is not receiving any return either on the 
additional capital invested, or for the value of the service 
rendered and the facilities provided, for public use. 

2. Had there been no surplus in earlier years, and 
had the whole of the improvements been paid for out 
of capital, the margin would now have reached the 
vanishing point. 

3. If surplus steadily decreases, improvements, if made 
at all, will more and more need to be made out of new 
capital. 

4. But if the margin of safety decreases new capital 
will only be raised with greater difficulty and on more 
onerous terms. 

5. Indeed, it is questionable whether, if new capital 
is to continue to earn no income, the Directors will be 
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justified in attempting to raise more than a modicum of 
what they believe necessary, as the effect must be to re- 
duce the percentage return on the shareholders’ capital 
already invested. 


PusBiic INTEREST REQUIRES ALL RAILROADS TO EARN 
A ‘REASONABLE RETURN. 


In what I have said hitherto I have assumed that the 
Pennsylvania Railroad would, and ought to, continue 
its traditional policy of paying stable and reasonable 
dividends and putting back into the property a reason- 
able portion of its surplus for additional facilities and 
improvements for the public, but if we are to be prevented 
from securing reasonable rates, I am forced to deal with 
the question whether that policy is still sound. The ques- 
tion must be faced from two points of view—that of the 
stockholders, and that of the public, including in the latter 
all dependent on the railroads for support as well as ser- 
vice. From the stockholders’ point of view, I desire now 
to say that our present dividend, unless it is absolutely 
secure in good and bad years, is not a fully reasonable 
return to our shareholders. ‘The fact that we have not 
paid to our shareholders many millions of dollars earned 
as a profit, at very low rates, which profit might without 
objection, either legal or moral, have been paid out as 
dividends, but instead have devoted this money very 
largely to the improvement of the public service, en- 
titles us to make this’claim. If we are allowed to earn 
a net income that will make our dividends safe be- 
yond reasonable risk the Company will, I doubt not, 
continue its established policy of devoting a large por- 
tion of its surplus to improvements and the mainte- 
nance of a safe and high standard of transportation ser- 
vice. But if the security of our dividend is to be im- 
periled, we must do what we can to protect ourselves, 
and we shall be forced to seriously consider the propriety of 
insuring against a reduction of dividends in bad years by 
devoting in good years our additional earnings, not to 
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the improvement of property devoted irrevocably to 
public service, but to a reserve dividend fund for our 
shareholders. The policy of capitalizing all improve- 
ments, betterments and additions was pursued for many 
years by the leading English railways, with the result that 
the financial position of English railway companies 
became unsatisfactory from the point of view both 
of the public and the shareholders. This policy also 
governed the main features of the financial conduct of 
the Prussian railways. In speaking before the Prussian 
House of Peers on May 30th, 1910, Herr von Gwinner, 
Senior Manager of Der Deutsche Bank, referring to 
this policy on the part of the German government, made 
this remark, which applies with equal force to all con- 
servatively financed railroads: “If the Pennsylvania 
Railroad Company were financially administered in the 
same manner as our Government Railways, its shares 
would constitute the most speculative investment on 
earth; in one year they would pay two per cent. dividends, 
in the next year, perhaps seven per cent.; whereas, a 
well-administered undertaking like this company is 
trying to offer permanently stable dividends.”’ 


It is wholly in the interest of the public that a railroad | 


should always be in a financial position strong enough to 
increase its facilities and equipment to properly accom- 
modate its traffic, prospective as well as present. Canit be 
fairly contended in the best public interest that all of its 
betterments and improvements, even when non-revenue 
producing, should be provided out of new capital, and that 
it should not be permitted to earn any surplus income to 
devote to this purpose? The experiences of roads in this 
Country and abroad show that, if a road, however strong, 
makes all the improvements from the proceeds of stock 
and bonds, the time may come when it must reduce or 
discontinue its dividends, and it cannot raise capital for 
necessary extensions and additions. Even assuming that 
it obtained permission, when that time came, to increase 
its capital and to raise its rates, if it needed to do so to 
pay interest on such expenditures, it would by no means 
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follow either that the increase of rates would produce the 
additional net revenue required, or that the money market 
would be able and willing to furnish new capital which 
could not offer the prospect of earning a direct return. 

Experience indicates that the practice of putting back 
into the property the surplus beyond a reasonable divi- 
dend is in the interest, not only of the shareholders, who 
thereby tend to insure the permanence of their dividend, 
but also of the public, who thereby insure the con- 
tinuance of the provision of adequate facilities, even 
where they are not directly dividend earning. Is not 
the policy of betterments from income at least more in the 
public interest than dividing the entire net profits? 

In all of this it should be recalled that while improve- 
ments and betterments made out of surplus income 
become the property of the shareholders, they are prop- 
erty dedicated to a public use, and as such subject to 
public regulation, and only by the pursuit of this policy 
for over fifty years has the Pennsylvania Railroad Com- 
pany been able to maintain its dividends, and its surplus 
is not excessive. 


CONCLUSION. 


In concluding, may I say on behalf of the Penn- 
sylvania System that we do not want the Commission 
to feel that we would join in requesting either an 
increase of rates not urgently required, or an increase 
in rates that were already high compared with other 
lines on this continent or abroad, or that were not 
immediately justified. The railroads have, by the prog- 
ress of the country, by improved management and con- 
tinued efforts for better operating traffic and financial 
results, and by the assistance of the Interstate Com- 
merce Commission, emerged from the very weak posi- 
tion they occupied in 1898, and obtained a very low 
average revenue per ton per mile above the danger line, 
which, with the country’s growth, has kept many rail- 
roads from failure. The increase now sought would 
only moderately improve that average revenue and would 
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partially meet the higher costs sustained by the 
roads. If the freight revenues of the Pennsylvania 
System in 1913 had been 5 per cent. greater, the net 
operating revenue would have produced a return on the 
cost of the railroad and equipment of 6.42 per cent., 
instead of 5.48 per cent. In 1910 we felt that conditions 
justified an increase, but with improving gross earnings 
and the better outlook for the railroads generally then 
existing it did not so impress the Commission, nor was 
the public prepared for it. Now conditions are worse; 
our expenditures have since then been larger, our costs 
higher; no return on many of our lines has been earned, 
and on almost all of them the return has been inadequate; 
with a return of only 2.23% earned on the increased 
investment in road and equipment in the ten years 
ending June 30th, 1913; with a substantial decrease 
in net operating income for the three years ending 1913; 
and the falling off in revenues without any abatement 
in taxes, wages and other items since June 30th, 1913; 
the outlook is far from satisfactory. Now we have as 
much public support as can possibly be given to a plea 
almost national in its scope and effect, and we firmly 
believe our application for a very moderate freight rate 
increase is in accord with the best public interest. 

I therefore desire to say that we have put before 
the Commission the position of the Pennsylvania Rail- 
road System. That it discloses a distinct trend down- 
wards, which recently has become very rapid, will not 
be disputed. Our position is not so strong as it was. 
We have in more prosperous times given to the publica 
good share in our prosperity. We desire to continue to 
live up to a high standard of public service, but whether 
we can do so or not depends on the decision of this Com- 
mission. Without fair returns from reasonable rates we 
cannot induce the public to furnish adequate capital for 
the public requirements along our system, except at 
high interest rates. Unless the gap between receipts and 
expenditures can be widened, we must begin to retrench, 
and retrenchment must begin on betterments and im- 
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provements not directly necessary to the movement of 
trains. We should be very reluctant to do this, as it 
would be to run counter to our traditions and practice of 
half a century, and we are sure that it would not be in 
the public interest, and we do not believe the public 
desire it. We therefore respectfully request the Commis- 
sion to grant the increase of rates for which application 
has been made. 
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